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After the structurally unfunded extension of expenditures in the 1980es, mostly for social services, public finances in Switzerland over the past 15 years have been marked on all three levels of government by major efforts to consolidate public budgets. Today the projected budget deficit of the public sector for the year 2001 is around 1% of total revenues, and the overall situation is relatively favorable as can be seen from table 1 and 2.

However, continuous restraint will be necessary to maintain and further improve the present budget situation; additionally, these aggregate numbers hide substantial disparities both among the cantons and the communes.

Fiscal Constitution(s)

This overview is based on a narrow concept of fiscal constitution comprising the collection of revenues, the administration of resources and the disbursement of expenditures; we will not consider questions pertaining to e.g. monetary policy, credit policy and public enterprises. Conversely, for the analysis of a country like Russia, in which the separation of state and economy is less advanced, a broad concept may be appropriate. Moreover, unlike e.g. the German one, it would be improper to analyze the Swiss fiscal system, as an unified formal structure, as federal precepts in this field are few, and deal more or less exclusively with taxation. Strictly, we would have to analyze the fiscal constitutions of the Confederation and of every of the 26 cantons separately.

Thus, the fiscal constitution of the Swiss Confederation comprises on the one hand the basic rules pertaining to the federal budget, and on the other hand the rules governing the intergovernmental fiscal relations between the federal government and the cantons. Whereas each cantonal fiscal constitution covers the basic rules on both the finances of the Canton and of its local (that is mostly communal) governments, and sets the frame for the intergovernmental fiscal relations between canton and communes.

Notwithstanding the lack of an unified legal framework for public finance, we observe a considerable degree of co-ordination through horizontal co-operation among the Cantons and through federal framework-legislation in the field of direct taxes.

Federal Intergovernmental Fiscal Relations (IGFR)

Distribution of Expenditures

The basic legal norm for the distribution of competencies and thus of expenditures is Art. 3 Federal Constitution (FC) according to which the cantons “shall exercise all rights which are not transferred to the Confederation”. Such a transfer requires a constitutional amendment to be accepted by overall majority and by a majority of voters in a majority of cantons.

By share of total expenditure, the main federal competencies are:

a. Social security

b. External affairs and security

c. Transportation (incl. road and railroad infrastructure)

d. Agriculture

However, the administration of programs and therefore the disbursement of budgets for most policy fields is largely delegated to the cantons, with the exception of external affairs and security and railroad infrastructure. This phenomenon, known as administrative or co-operative federalism, has implications beyond extenuating centralizing tendencies, namely it leads to unequal implementation of federal legislation.

The cantons spend their resources mainly in three policy fields:

e. Internal security and justice

a.

Education

f. Social services

The control of education expenditures (with the exception of the federal institutes of technology) by the cantons prevents the federal government from interfering with matters that are closely linked to language (and religion) as main dimension of fragmentation (diversity) and thus (potential) source of conflicts. Even so, the cantons co-operate extensively in their fields of competence to the extent they are able to reach a consensus. Since 1980 for example, there has been a slow but persistent harmonization of accountancy among the cantons, leading to fairly uniform structures and practices.

Distribution of Revenues
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The federal fiscal constitution establishes a mixed revenue system. Again, the federal government can only levy taxes if and to the extent explicitly authorized by the FC. Federal taxing powers are either exclusive or concurrent, and only partly permanent (table 3):

On the other hand, under the federal fiscal constitution a canton may levy any tax, with the exception of the exclusive federal taxes as indicated above, as long as some general constitutional principles of taxation
 as well as the prohibition of double taxation are respected. Double taxation refers to the case, where a person liable is taxed for the same tax object by two cantons.

The constitutional mandate of the confederation to harmonize direct taxes (federal, cantonal and communal) refers only to formal aspects of taxation, but not to tax brackets, tax rates and tax-exempt amounts (Art. 129 FC). Notably, direct taxes are levied by the federal government at maximal rates set in the FC, but autonomously by the Cantons. In addition, the cantons participate with 30% in the federal taxes on income, net profit, the capital and with 10% of the tax on distilled spirits earmarked for fighting the causes and effects of addiction (Art. 128 and 131 FC). Direct taxes, together with taxes on expenditures (especially on the use of automobiles) are the main source of revenues for the cantons.

Fiscal Equalization

The distribution of revenues and competencies including administrative federalism leaves many cantons short of the means necessary to provide a minimal (not equal or average) level of services to their population and/or to fulfill their obligations as members of the Confederation, especially within administrative federalism.

To correct this imbalance between own resources and tasks, and to promote federal policies a formal system of fiscal equalization based on an index of “fiscal capacity” was put in place 1959 (chart 1).

Accordingly, part of the cantonal share in direct federal taxes and federal grants-in-aid are gradated according to the relative fiscal capacity of a canton. Cantons of high fiscal capacity (≥120) receive only the fixed part of the grant, for cantons of medium fiscal capacity this is supplemented according to the index of fiscal capacity, and cantons of low fiscal capacity (≤ 60%) will get the maximum amount.

To increase the efficiency of the equalization system a reform proposal is under consideration, which would address the different functions of the fiscal equalization system by specific instruments. In a first step the competencies/responsibilities of the confederation and the cantons respectively would be disentangled. Secondly, a combined system of horizontal and vertical, unconditional grants would equalize fiscal capacity up to 85% of average fiscal capacity measured by tax potential. Thirdly, spillovers would be compensated horizontally, and special needs caused by the geographic-topographic or the socio-demographic factors would be taken into account vertically.

Now that the winners and losers become apparent, the conceptual stringency and theoretical advantages of the proposed system have been caught in politics. The conflict is centered on the “global balance sheet” published by the working group, which shows the expected change of cash-flows for each canton. This is unfortunate, because it does not take into account the potentially large efficiency gains from disentangling competencies and extended vertical co-operation; nonetheless, a transitory “hardship compensation” was added to the proposal. Accordingly, some of the cantons of low fiscal capacity facing reduced cash-flows should receive additional transfers to be financed out of the federal budget (2/3) and the cantonal share of the Swiss National Banks’ profits (1/3); the problem of the loosing cantons of high fiscal capacity is still being discussed.

IGFR between the Cantons and the Communes

Each canton has its own system and it is thus not possible to give a generally valid account of IGFR between the cantons and the communes. Nevertheless, the all-cantonal systems share some common features.

Distribution of Expenditures

The residual powers of the cantons (cf. above) imply that the competencies of the communes are delimited by cantonal law that is by the cantonal constitutions in the first place. Even so, local expenditure are concentrated on primary (partly secondary) education, health services, social services and local infrastructure.

As the federal government does not spend the money for education, the cantons in turn leave primary (and often secondary) education to the communes, even in those cases where funding is largely based on cantonal grants in aid.

Distribution of Revenues

The two main own sources of local revenues are taxes levied as a surcharge on cantonal direct taxes, and administrative fees.

Fiscal Equalization

Whereas most other European states undertook major territorial reforms several decades ago, in Switzerland such initiatives advanced, if at all, painfully slowly. Still today, Switzerland is composed of nearly 3000 communes of varying size and population. Even within a single canton the differences among communes are often vast, not the least with respect to fiscal capacity.

For this reason, cantonal fiscal equalization is well developed. Generally speaking cantonal fiscal equalization attempts to reach one or more goals with several instruments most of the time (Table 4
).

But changing circumstances call for constant revision; these adaptation tend to upgrade direct fiscal equalization to a comprehensive system taking into account fiscal capacity as well as tax rates on the one hand, and on the other hand to lower the need for indirect fiscal equalization through the disentangling of competencies. Today, the most pressing problem is however the growing imbalance between the fiscal capacity of urban centers and their special burdens and contributions.

In the past such spill-over problem have been addressed through cantonal transfers or by shifting the responsibilities for cultural institutions, local public transportation and other spill-over generating activities up to the canton, acquiescing the undesirable centralizing effect. More recent attempts try to integrate the spill-over compensations into direct equalization or to mediate contractual contributions of suburban communes.

Syntheses

Swiss fiscal federalism, despite of the diversity of its elements, is marked by three essential traits that respond each of them to a fundamental problem of intergovernmental fiscal relations in a diverse country:

First, there is a non-centralization of expenditures. This is evident with respect to the fiscal relations between the Confederation and the cantons, but also factually true for cantonal IGFR (technically speaking the spending powers of communes is delegated, but historically they were never centralized in the first place). This non-centralization is especially far-reaching for expenditures that support culturally relevant activities and services, thereby empowering both majorities and minorities and preventing potentially disruptive conflicts.

Second, taxing power is non-centralized, dispersed and interweaved. As a result, taxation is limited and legitimated. On the one hand, the constitutional, democratic and competitive limits on the exercise of taxing power stint excessive taxation. On the other hand, fiscal responsibility is strengthened at all levels by increased fiscal equivalence among taxpayers, beneficiaries and decision-makers.

Third, despite well developed systems of fiscal equalization, both at federal and cantonal level, persisting substantial differences in service and tax levels show that fiscal solidarity among the federal and cantonal units is, as a collateral to fiscal responsibility and autonomy, necessarily limited. Within this framework, considerable efforts are being made by all parties to reach a consensus, thus preserving “diversity in unity” (preamble FC).

Annex

Federal Constitution of the Swiss Confederation of April 18, 1999

Art. 128 Direct Taxes

1 The Confederation may raise a direct tax:

a. of at most 11.5 percent on the income of natural persons;

b. of at most 9.8 percent on the net profit of legal entities;

c. of at most .0825 percent on the capital and the reserves of legal entities.

2 In establishing the tax scales, the Confederation shall take into account the burden of direct taxes on the Cantons and the Municipalities.

3 The effect on natural persons of the shift into higher tax brackets due to inflation shall be periodically equalized.

4 The Cantons shall assess and collect the taxes. Three tenths of the gross tax yield shall fall to the Cantons; at least one sixth of this amount shall be used for financial equalization among Cantons.

Art. 129 Harmonization of Taxes

1 The Confederation shall establish principles on the harmonization of direct taxes of the Con-federation, the Cantons and the Municipalities; it shall take into account the efforts of the Cantons to harmonize their taxes.

2 The harmonization shall concern tax liability, tax object, taxation period, and procedural and criminal law on taxation. Harmonization shall not cover tax scales, tax rates, and tax-exempt amounts.

3 The Confederation may issue regulations against arrangements granting unjustified tax ad-vantages.

Art. 130 Value Added Tax

1 The Confederation may levy a value added tax with a maximum tax rate of 6.5 percent on the supply of goods and services, including own use, and on imports.

2 5 percent of the tax yield shall be used for measures in favor of low income groups.

3 If, because of the development of the age structure, the financing of the old age, survivors', and disability insurance is no longer secured, the value added tax rate may be raised by at most 1 percent point by Federal Statute.

Art. 131 Special Consumption Taxes

1 The Confederation may levy special consumption taxes on the following:

a. tobacco and tobacco products;

b. distilled spirits;

c. beer;

d. automobiles and their components;

e. crude, oil, other mineral fuels, natural gas, and products obtained through refining them, and on motor fuels.

2 It may levy a surtax on motor fuels.

3 One tenth of the net yield of the tax on distilled spirits shall be credited to the Cantons. These funds shall be used to fight the causes and the effects of addiction.

Art. 132 Stamp and Withholding Taxes

1 The Confederation may levy a stamp tax on securities, on insurance premium receipts, and on other documents of commerce; documents concerning operations in immovable property and mortgages shall be exempt from stamp tax.

2 The Confederation may levy a withholding tax on the revenue from movable capital assets, on lottery gains, and on insurance benefits.

Art. 133 Customs Duties

Legislation on customs duties and other levies on transborder goods traffic is a federal matter.

Art. 134 Exclusion of Cantonal and Municipal Taxation

What federal legislation subjects to value added tax, to a special consumption tax, to stamp tax, or to withholding tax, or declares to be exempt from these taxes, may not be taxed by the Cantons and the Municipalities with taxes of the same kind.

Art. 135 Financial Equalization

1 The Confederation shall promote financial equalization among the Cantons.

2 When granting subsidies, it shall take into account the financial capacity of the Cantons and the special situation of the mountainous regions.

Table 1�
Confederation�
Cantons�
Communes�
Total�
�
Expenditures�
49’742�
61’200�
42’000�
127’225�
�
Revenues�
48’816�
60’600�
42’200�
125’899�
�
Balance�
-926�
-600�
200�
-1’326�
�
 In millions of SFr.; numbers for the year 2001 are estimates





Table 2�
1999�
2000�
2001�
�
Expenditures/GNP�
30.8�
30.6�
30.2�
�
Budgetbalance/GNP�
-0.6�
-1.2�
-0.3�
�
Debt/GNP�
51.4�
49.8�
49.1�
�
Taxes/GNP�
22.6�
21.9�
22.3�
�
  Partly based on estimates





Table 3�
exclusive�
concurrent�
�
permanent�
Special consumption taxes on drink and tobacco, and on the sale of automobiles and petroleum products


Stamp tax on securities and insurance premiums


Custom duties�
�
�
provisional


(exp. 2006)�
Value added tax�
Tax on the income of natural persons, the net profit of legal entities, and the capital and reserves of legal entities�
�
  Note: list is not exhaustive





� EMBED Excel.Sheet.8  ���





Goals�
Types of instruments�
�
Equalization of tax load and fiscal capacity�
Unconditional horizontal transfers based on fiscal capacity or tax effort (direct fiscal equalization)�
�
Promotion of equable supply of services and of balanced development�
Conditional Vertical transfers (indirect fiscal equalization)�
�
Compensation for special burdens and contributions�
Earmarked or extraordinary transfers (spill-over compensation)�
�
  Table 4








* The author is a Senior Research Fellow at the International Research and Consulting Center of the Institute of Federalism (University of Fribourg, Switzerland).





� All data referred to in this paper are based on the leaflet Öffentliche Finanzen 2001 and on the statistics in Öffentliche Finanzen der Schweiz 1998 both published by the Federal Financial Administration in May 2001 and in 2000 respectively. 


� According to Art. 127 FC the main elements of a tax must be established by statute, while respecting to the extent possible the principles of universality and equality of tax treatment as well as of taxation according to economic capacity of taxation.


� Adapted from Ernst Buschor et al., Neue Finanzpolitik der Kantone, Staat und Politik 29, Bern 1984, p. 50.
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